MERCOSUR and International Trade by 栗原 裕
《論 説》
MERCOSURANDINTERNATIONALTRADE
YUTAKAKURIHARA
1.Introduction
Inthepostwarperiod,theGeneralAgreementonTariffsandTrade
(GATT),theWorldTradeOrganization(WTO),andtheInternational
MonetaryFund(IMF)wereestablishedtopromoteinternationaltrade
andfinance,andthey'vehadmuchsuccessincontributingtoworld
economicstabilityandgrowth.Ontheotherhand,regionaleconomic,
trade,andcurrencyblocshaveemerged,andsuchformationsareongoing
throughouttheworld.TheEEC(EuropeanEconomicCommunity),
EFTA(EuropeanFreeTradeArea),NAFTA(NorthAmericanFreeTrade
Agreement),andMERCOSUR(MercadoComundelConoSur)are
typicalexamples.InAsia,AFTA(AsianFreeTradeAgreement)isinthe
planningstage.
Here,ourfocusisonMERCOSUR.Thismarketcomprising
Argentina,Brazil,Paraguay,andUruguaywasestablishedonJan.1,
1995.ThehistoryofMERCOSURgoesbacktothefoundationof
LAFTA(LatinAmericanFreeTradeAgreement)in1959.LAFTA's
progresswaspoor;accumulatingdebtsanddeficitsdeteriorated
economicconditionsinthe1970sand1980s.Oncehavingenteredthe
1990s,however,thecountriesofcentralandsouthAmericadeveloped
economically.MERCOSURisalsomaturing.In1994,thecurrencycrisis
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inMexicoaffectedsomecountriesforsometime;yettheycouldrecover
viatightfiscalpoliciesorIMFfinancing.Theinflationrateisstable
now',andrapidcurrencydepreciationhashalted.MERCOSUR'strade
volume,especiallythatamongitsmembers,hasincreasedrapidlyin
tandemwiththeeconomicrecovery.BoliviaandChilebecameassociate
membersin1996,andafree-tradeagreementwasjointlysignedby
MERCOSURandChile.MERCOSURisalsoworkingoutfreetrade
agreementswiththeEU,theSADC(SouthernAfricanDevelopment
Community),andtheAndeanCommunity.Developedcountriesarenot
onlypayingattentiontoMERCOSUR'slaborforcebutalsotoitsample
naturalresources(IMF,1994,1999).
In1999,elevenEUcountriesrealizedthesinglecurrencycalledthe
euro.Thereweremanymotivationsforthemove,botheconomicaland
political.Butoneoftheeuro'scentralpurposeswastoeliminate
exchangeratefluctuations.InMERCOSURaswell,somehaveinsisted
onintroducingacommoncurrency'-tocountertheexchangerate
fluctuationsthatarebecomingaseriousproblemthere.Recently,Brazil
wasgravelyaffected;;exchangeratevariabilityrisksreductionintrade
volumesandseverelydeteriorateseconomicdevelopment.
Thusit'sfittingthattheexchangerate/traderelationshipbeanalyzed,
andwhilemuchhasbeenaccomplishedinthisarea,withmanyexcellent
papersbeingpresented,therehavebeenfewanalysesfocusingon
MERCOSUR.Moreover,someeconomistswhohaveexaminedcurrency
crisessaythatcurrencycontagionsoccurringinthe1990sparticularly
arerelatedviaeconomiclinkages.Tradelinkagesalsomayplayan
importantpartinsettingoffcurrencycontagions.
Theobjectivesofthispaperareasfollows.First,weinvestigate
whethertheeliminationofexchangeratefluctuationshascoincidedwith
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theincreasingvolumeofinternationaltrade.Second,weanalyzethe
relationshipbetweentradelinkagesandcurrencycrises.Wealsoanalyze
whethertheincreaseoftradelinkagesinfactshapesanoptimum
currencyzone.Section2belowdiscussestheeconometricmethodology
forevaluatingtherelationshipbetweenexchangeratevariabilityand
trade.Section3considerswhethertradelinkagesaresusceptibleto
currencycrisiscontagionandwhethertheypromoteanoptimum
currencyzone.Finally,Section4providessomeconcludingremarks.
II.MERCOSURandInternationalTrade
Muchresearchhasgoneintotherelationshipbetweenexchangerate
variabilityandtrade,especiallyforexportstooutsideareas.DeGrauwe
(1988),Frankel(1991),Giovannini(1988),ViaeneanddeVries(1992)
indicatethatexchangeratevariabilityreducestrade,basedontheir
theoreticalmodel.Arize(1995),Chowdhury(1993),DeGrauwe(1987),
KenenandRodrik(1986),Pozo(1992)useempiricalanalysisto
illustratethesameresult.Ontheotherhand,AsseeryandPeel(1991)and
IMF(1984)taketheoppositetackthatexchangeratefluctuation
increasestrade.ThenthereareBaileyetal.(1986),Gagnon(1993),
Gotur(1985)whofindnosignificantrelationshipbetweenexchangerate
variabilityandtrade.Regardlessofthesemixedconclusions,thereis
littleresearchavailableonMERCOSUR.
Todeterminetherelationshipbetweenexchangeratefluctuationand
trade,let'sexaminetheequation(1)below.Thisisatraditionallong-term
exportfunction(forexample,seeArize,1995andChowdhury,1993):
InXt=αo+α1E!+α21nYt+α31nPt+ε 、 (1)
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whereX,standsforrealexports,Etforexchangeratevariability,Y吐for
realforeigninCOme,PtfbrrelativepriceS(dOmesticlforeign),andεtisthe
errorterm.
Economictheorystatesthatifimportersareriskaverse,thenthe
increaseofexchangeratevariabilityincreasestheuncertaintyof
profitability,whichdepressestrade.Thenetincomeonactualexports
shouldbepositive,andtheimpactofrelativepricesonactualexports
shouldbenegative.
Cointegratingthevariablesinequation(1)producesthefollowing
error-correctionmodel:
△lnX、=α 。+α1ECTト1+α,MERCOSUR,+Σ β 、△1nX,.、
+Σ γi△E, .i+Σ δi△lnY,.i+△ ζi△InP,.i+ε、(2)
whereECTt.1istheerror-correctiontermandMERCOSUR,isadummy
variablethattakesthevalueof"one"whentheexportingcountryisa
memberofMERCOSUR.
Tomeasureexchangeratevolatility,weusedthemovingstandard
deviationofthegrowthrateofthenominalexchangerate,following
Chowdhury(1993),FountasandAristotelous(1999).
Et=[(1/m)Σ(lnTこ.i.rlnTt.i.2)2】112 (3)
Asshownabove,Tisthenominalexchangerateandmistheorderofthe
movingaverage,whichwesetto8.Weusequarterlydataforthis
exchangeratecalculationandconvertitintoanannual-basisfigure.
Hereweuseyearlydatainevaluatingtheequation(2).Weexamine
fourMERCOSURcountries,excludingthetimeofthefixedexchange
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ratesystemfromoursampleperiodbecausewecannotanalyzethe
effectsofexchangeratevolatility.Theexportvariableincludeseach
country'sexportstotheotherthreecountries,anditsactualvalueis
determinedthroughdivisionbytheunitexportvalue.Takingthe
weightedaverageoftherealGDP(nominalGDPisdeflatedbythe
consumerpriceindex)createsforeignincome.Relativepricesarethe
exchangerateadjustedpriceofthedomesticcountry'sexportscompared
totheexportpricesoftheotherthreecountries.Theweightsareidentical
totheincome.AlldataexcludingthatfortradeisfromtheIFS(IMF),
andthetradedataisfromtheDirectionofTradeStatistics(IMF).
Firstwemadeunitrootteststoobservethepropertiesofeachtime
series.TheresultssaythatallseriesareI(1).Thenwetestedfor
cointegrationbytheJohansenmaximumlikelihoodapproach.Theresults
indicatethatthereexistsauniquecointegratingvectorforArgentina,but
notforBrazil,Uruguay,andParaguay.Andtodecidetheformsofthe
model,weusedtheAIC2ruleandeliminatedinsignificantlagsunless
thisintroducedaserialcorrelationintheerrortermE.Weincludedan
errorcorrectiontermonlyforArgentinaandnotfortheotherthree
countries,sincecointegrationdoesnotapplytothem.Thesampleperiod
isfrom1975to1996,andtheresultisTable1.
Thetableshowsthatexchangeratevariabilityhasanegativeimpacton
exporting.Andtheotherresultsarenotsurprising.However,thedummy
variable(MERCOSUR)isnotstatisticallysignificant.Thefoundationof
MERCOSURdoesnotplayanimportantroleinpromotinginternational
tradeinthisarea.Betweenthesecountries,tradelinkageshavebeen
strongsincethefoundationofLAFTAin1959andhavecontinuedto
develop.SurelyMERCOSURhashelpedtopromoteintra-trade(the
coefficientispositive),butfromthetimeofitsfoundationthe
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Table1:Regressionresultsforthedeterminantsoftrade
CountryLag ECT MERCOSUR OX OE △Y △P Other
Statistics
Argentina0 0.06
(0.85)
Adj.R'一=0.64
AR=1.32
ARCH=0.651 一〇.85
(6.95*)
一〇.55
(-5.44**)
.;
(2.24*)
0.66
(2.10*)
2 一〇.47
(-7.81**)
0.68
(3.08**)
一〇.51
(-0.98)
Brazil 0 0.04
(0.48)
Adj.R-=0.60
AR=1.75
ARCH=0.531 一〇.74
(-8.50**)
一8.99
(x.68**)
0.49
(2.30*)
2 一〇.66
(-8.54**)
一20.95
(緬.94**)
一〇.65
(-1.44)
Uruguay0 0.09
(1.44)
一〇.57
(-5.52**)
Adj.R==0.75
AR=1.32
ARCH=0.16i 一〇.43
(-3.97**)
一1.54
(-L28)
o.ss
(1.29)
一〇.08
(-0.17)
Paraguay0 0.11
(1.21)
.:
(-2.78**)
Adj.R==0.66
AR=1.55
ARCH=0.381 一〇.62
(-6.51**)
一〇.01
(-1.05)
LO1
(3.63**)
2 一〇58
(-6.59**)
o.oz
(0.47)
0.38
(1.30)
Note:figuresinparenthesesareabsolutet-statistics.*and**denotesignificant
atthe5°loand1%levelrespectively.TheFstatisticversionofLM(4)test
statisticforautocorrelation(AR)andLM(4)teststatisticsforautoregressive
conditionalheteroskedasticity(ARCH)arereported.
developmentofintra-tradedidnotchangedramatically.Infact,some
treatiestopromotefreetradehadalreadybeenputintoplaces,creatinga
free-tradezonebeforeMERCOSURitselfwasestablished.
III.TradeandCurrencyContagion
Notafewexcellentcurrencycrisisanalyseshavebeenpublished,
particularlyfollowingthecurrencycrisesinAsia.Withinacademic
circles,mosteconomistsviewcurrencycrisesaseitherstemmingfrom
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differencesoffundamentalsorasself-fulfillingspeculativeattacks6.But
whilerecentcurrencycriseshavetendedtoberegional,macroeconomic
conditionsdonotfollowthatsametrend.Andwhileself-fulfilling
speculativeattacksdohavesomeeffectinsettingoffcurrencycrises,we
thinktheremightbeotherfactorsinvolved.
Insection2weillustratedthattheeliminationofexchangerate
variabilitywouldpromoteinternationaltrade.Exchangeratevariability
inMERCOSURhasbeendecreasing.Table2showstheexchangerate
variabilityinMERCOSURcountries.
Ifthereductionofexchangeratevariabilitypromotestrade,mightit
alsoleadtocurrencycontagion?Tradepatternstendtowardtheregional.
Mostcountriesusuallytradewithothernationsingeographicproximity,
andtradevolumeshavecontinuedtorise.Intheprocessofshaping
MERCOSUR,tradetariffsandquotashavebeeneliminatedinthiszone,
andthismovementhasenforcedeconomiclinkageswhilecontinuingto
increasetrade.Itispossiblethattradelinkagesrelatetocurrency
contagioninwaysotherthanthefundamentalones.
Wewilldemonstratethattradelinkageshaveanimportantinfluence
oncurrencycontagionaboveandbeyondthemacroeconomicorfinancial
similaritiesamongaffectedcountries,especiallyinthemiddle-andlong-
term.Weanalyzetwocurrencycrises,onein1994andtheotherin1997,
Table2:Standarddeviationofthechangeofnominaleffectiveexchange
rate
Country ArgentinaBrazil Paraguay Uruguay
1972-19853.568 4.652 3.597 2.518
1985-19973.298 4.298 3.266 2.111
Note)TheweightsaretradeshareinMERCOSUR.DatasourceisinAppendix.
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ofcoursefocusingonMERCOSURcountriesbutalsoincludingBolivia
andChile.Thesetwonationsareapplyingformembershipin
MERCOSURandtheirlinkagewiththeorganizationhasbeenstrong.
The1994currencycrisisinMexicoimpactedBrazilanditalsocaught
ParaguayandChile.The1997currencycrisisbeganinThailand,
attackedBrazil,andimpactedArgentinaandBolivia'.
Next,wequalifythetradelinksbetweenthefirstattackedcountryand
theothers.Ourcalculationoftradelinkage,basedonGlickandRose
(1998),isasfollows:
TradeLinkagei≡Σk{[(X。k+Xik)1(X。+X;)]
[1-1{(X。klX。)一(X;k/X;)}1{(X。k/X。)+(XiklXi)}]}(4)
whereXdenotesexports,whileo,iandkarecountries,obeingthefirst
victimofthecurrencycontagion.WeuseBrazilfortwocases.For
example,X;kdenotesbilateralexportingfromitok.Thetrade
calculationismadeusingannualdatafromtheIMF'sDirectionofTrade
Statistics.
Wemusttakeintoaccountthemacroeconomicorfinancialimbalances
thatmaycauseacurrencycrisis.Theexplanatoryvariablesofour
empiricalanalysisincludetheinterestrate,domesticcredit,the
governmentbudgetasapercentageofGDP(asurplusbeingpositive),
thecurrentaccountasapercentageofGDP,thegrowthrateofrealGDP,
theratioofMZtointernationalreserves,andtheconsumerpriceindex.
Theinterestrateisthedifferencebetweenthedomestictradepartnerand
theanchorcountry(Brazil).Wealsoconsiderthedegreeofcurrency
depreciation,constructingourindexasfollows.Ourannualreal
exchange-rateindexisaweightedsumofbilateralrealexchangerates
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(usingCPI)appliedtothecurrenciesofotherMERCOSURtrading
partners.Theweightssumto"one"andareproportionaltothebilateral
exportshares.Thedegreeofcurrencyundervaluationisdefinedasthe
percentagechangeintheindexbetweentheaverageofthethreeprior
yearsandtheepisodeyear.AllthedatahasbeenobtainedfromtheIFS
(IMF).
Ourregressionequationisasfollows:
Cdsisi=αi+βi(TradeLinkagei,Fi)+E; (5)
whereCrisis;isanindicatordefinedas"unity"ifcountryiwasattacked,
and"zero"ifthecountrywasnotattacked.F;isasetofmacroeconomic
orfinancialvariables,βisthecorrespondingvector,andεisanormally
distributeddisturbance.
Wehavecreatedthisequationviamaximumlikelihoodbyprobit
analysisthatincludes"tradelinkage"andasetofmacroeconomicand
financialvariables.
Inordertoidentifythereasonforcurrencycrisispressures,weusethe
one-step-aheadprobabilityofacrisisasafunctionofpressureindicators.
Theequationweuseis(6)below.Yisadiscretevariable,whichbecomes
"one"ifthereisacurrencycrisisandtakes"zero"ifnocurrencycrisis
occurred.Theprobabilitywasestimatedasfollows:
π=prob(Yニ1)ニ π[TradeLinkage,F】 (6)
Wecannotobtainallthedatathatwerequireforacompleteempirical
analysis,sothesampleperiodisdifferentforeachcountry.ForParaguay,
wecouldnotobtaininterestratedatapriorto1990,soweomitteditin
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Table3a:Probitresultswithtrade,andmacroandfinancialcontrols
VariablesArgentinaBoliviaChile ParaguayUruguay
Constant一〇.884
(-0.06)
15.38
(0.87)
一50.68
(-1.24)
一〇.568
(-0.29)
105.62
(2.22*)
Trade
linkage
1.144
(2.82**)
0.677
(1.50)
1.682
(23.67**)
0.668
(4.23**)
o.2g
(0.46)
Interestrate0.015
(1.49)
0.354
(4.90**)
9.684
(1.40)
0.56
(3.29**)
Domestic
product
一〇.02s
(-0.09)
0.09
(0.06)
0.17
(0.25)
一〇.OS
(-0.31)
一〇.59
(-1.02)
BudgeVGDP一〇.16
(-1.02)
一〇.55
(-2.21*)
一〇.14
(-5.62**)
0.03
(0.40)
x.01
(-0.03)
Current
account/GDP
一1.08
(-1.05)
一〇.95
(-0.55)
一〇.12
(-0.46)
11:
(0.97)
一〇.00i
(-0.02)
Growthrate一〇.06
(一〇.04)
o.00s
(0.01)
一〇.07
(-0.21)
0.89
(0.32)
0.14
(0.99)
M2/reserves一〇.62
(-1.22)
0.26
(-0.79)
0.03
(0.19)
一〇.48
(-0.29)
1.05
(1.01)
CPI 2.69
(7.80**)
5.29
(8.62**)
1.08
(1.02)
0.81
(0.85)
一1.33
(-1.05)
depreciation3.628
(4.628**)
2.039
(1.456)
3.684
(3.951**)
0.985
(0.549)
1.297
(0.759)
Adj.R'0.65 0.05 0.25 0.18 0.12
LRindex 0.32 0.13 o.2s 0.15 0.19
Sample
period
1977-19971975-19971975-19971975-19931975-1997
Note)figuresinparenthesesareabsolutet-statistics.*and**denotesignificant
atthe5°loandlFlolevel.LRindexistheLikelihoodRatioIndex
theParaguayequation.
Wefindthattradelinkagesandinterestrates(orinsomecases,budget)
haveakeyinfluenceoncurrencycontagion.Itiseasytopredicthow
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Table3b:Probabilityofcurrencycrisis
ArgentinaBoliviaChile ParaguayUruguay
1994 'II 0.50 0.41 0.30* 0.29
1997 0.51 0.55* 0.42 n.a. 0.11
Note)Anasterisk(*)denotesthatcurrencycrisisactuallyoccurred.
Table4:Tradeandoptimumcurrencyarea
a β DW F Adj.R'
6.21
(4.51**)
一〇.16*
(-2.24*)
1.16 20.36 0.81
Note)figuresinparenthesesareabsolutet-statistics.*and**denotesignificant
atthe5%and1%level.
interestratesanddepreciationaffectacurrencycrisis;itwouldbeallthe
moreintriguingtoidentifyaclearinfluenceoftradelinkagesonthe
occurrenceofcurrencycontagion.MERCOSUR,itsmemberstied
togetherthewaytheyarethroughtrade,arenaturallysusceptibleto
certain"sideeffects"associatedwiththeseties.Ourempiricalresults
showthatcurrencycontagionisasymptomofincreasingtradeties.And
it'simportanttoconsiderthisalongsidethefactthatsuchtradelinkages
areexpandingatabriskpaceovertime.
Finally,wouldcurrencyintegrationbesuitableforsuchacommon
marketasMERCOSUR?Toattainanoptimumcurrencyzone,the
economicstructuresofmembernationsshouldbeverysimilar.Inthe
caseofMERCOSUR,then,wouldthestrongtiesoftradebesufficient?
Wewill'testthisnotionbyasimplemodelusingtheMERCOSUR
memberstates,excludingBoliviaandChile.Thesampleperiodisfrom
1975to1997.
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Weestimatearegressionthattakesthisform:
Correlation;.=α+βTradeij+εij (7)
where"Correlation"denotestherelationshipbetweencountryiand
countryjforconceptmanufacturingproduction;wecalculatethe
correlationusingquarterlydataonanannualbasis.Trade;,denotesthe
naturallogarithmoftheannualbilateraltradeintensitybetweencountries
iandjintotal(iorjcountry)trade.Weconsiderimportsplusexportsas
trade.Finally,εijrepresentsthemyriadinfluencesonbilateralactivity,
andaand(3aretheregressioncoefficientstobeestimated.
Theobjectofinteresthereisthecoefficient/3,whichwouldtellus
whetherthereisalowcorrelationofeconomicactivity(inwhichcasewe
wouldexpectittobenegative),orahighcorrelation(inwhichcasewe
wouldexpectittobepositive).Ittellsustoqualifytheeconomic
importanceoftheeffect.
TheestimatesindicatethatatradelinkagebetweentwoMERCOSUR
membersisnegativelyassociatedwiththeeconomicactivitybetween
thosesametwocountries.Thusatradelinkagebetweentwocountriesis
notautomaticallyassociatedwithmoretightlycorrelatedeconomic
activity.
Basedonthisresult,wecanconcludethattheincreasedtrade
integrationamongthedifferentmembercountriesisnotcorrelatedwith
economicactivityinMERCOSURasawhole.Andsincetheoptimum
currencyzonecriterionisnotsatisfied,currencyintegrationin
MERCOSURwouldappeartobeanirrationalmove.
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IV.Conclusion
InthisstudywefocusedonMERCOSUR,testingwhetherthe
eliminationofexchangeratefluctuationshavecoincidedwiththe
increasingvolumeofinternationaltrade,andwefoundthatthiswasin
factthecase.Thenconsideringtheoppositeresultsbeingpresented
elsewhere,wecametobelievethatthelackofdepthandbreadthinthe
financialmarketmighthavehadsomethingtodowithit.
Forexample,indevelopedcountriestherearemanyfinancial
instrumentsemployedtohedge,cover,orspeculateinmoneymarkets.
ButinMERCOSUR,therehavebeenfewsuchopportunities,sothat
exchangeratefluctuationsarelikelytohaveamuchgreaterandmore
directeffectoninternationaltrade.Moreover,economicconditionshad
beenquitebadwithinthiscommonmarket,makingtheexchangerate
variabilityrelativelylargercomparedtootherzones,andtradersdislike
suchlargefluctuationsintheexchangerate.
Ouradditionalpurposewastoanalyzetherelationshipbetweentrade
linkagesandcurrencycrises.Weindicatedthattradelinkagesareakey
influenceoncurrencycontagion.Atleastinthenear-andlong-term,we
arewisetotakenoteoftradelinkagesalongwithmacroandfinancial
variablesinexaminingacurrencycrisis.
Finally,wetestedtheprobabilityoftheSouthernCommonMarket
becominganoptimumcurrencyzone.Ourfindingssuggestthatitwould
notberationalforMERCOSURtoheadinsuchadirection,andthat
promotinginternationaltradewithMERCOSURwouldnotproducean
optimumcurrencyzone.
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Endnotes
1.InBrazil,theinflationrate(consumerpriceindex)was2,111%in
1994,but6.0%in1997.
2.In1999aswell,Argentina'spresidentproposedintroducinga
commoncurrencytoMERCOSUR.
3.ItissaidthatthecrisisbeganinRussia.
4.WewereunabletoobtainquarterlydataonMERCOSURtrade
volumes.Monthlydataisalsounavailablefortradingandother
variables.Seetheappendixfordetailedsourcesofthisdata.
5.Wemustnotethatthesampleisverysmallduetoalackofavailable
data.
6.AnexampleofthefirstoneisKrugman(1979)andofthesecondone
isObstfeld(1986).
7.In1994,Canada,HongKong,Hungary,Indonesia,Peru,the
Philippinesandotherswerealsoattacked,andin1997theCzech
Republic,HongKong,Hungary,Indonesia,Korea,Malaysia,Mexico,
thePhilippines,Poland,Singapore,SouthAfricaandotherswere
affectedaswell.
8.RealGDPoremploymentwouldbeappropriate;however,wecannot
obtainthequarterlyormonthlydataforthis.
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AppendixSourcesofthedata
Trade:export(DirectionofTradeStatistics,IMF)
Exchangerate:Argentina:marketrateaa,Brazil:marketrateaa,
Paraguay:marketrateaa,Uruguay:marketratewa.(IFS,IMF)
Unitvalueofexports:Argentina:wheat74d.d.,Brazil:coffee74e.d.,
Paraguay:unitvalueofexports74,Uruguay:consumerprices64(IFS,
IMF)
GDP:GDP99.b(IFS,IMF)
ConsumerPriceIndex:Argentina:wheat74d.d.(from1972to1983),
consumerprices64.b.and64.c.(from1984),Brazil:coffee74.e.d.(from
1972to1979),consumerprices64.a.b.(from1980),Paraguay:consumer
prices64,Uruguay:consumerprices64(IFS,IMF)
Interestrate:Argentina:moneymarketrate60b,Brazil:moneymarket
rate60b,Uruguay:theaverageofdepositrateandlendingrate.The
formeris601,thelatteris60p,Chile:moneymarketrate60b,Bolivia:
moneymarketrate60b(IFS,IMF)
Domesticproduct:domesticproduct32(IFS,IMF)
Budget:deficit(‐)surplus80(IFS,IMF)
Currentaccount:currentaccount78ald(IFS,IMF)
M2:Quasi-Money35(IFS,IMF)
InternationalReserve:internationalliquidity(foreignexchange)ld.d
(IFS,IMF)
Manufacturingproduction:Argentina:Manufacturingproduction66,
Brazil:wholesaleprices63,Paraguay:wholesaleprices63,Uruguay:
wholesaleprices63(IFS,IMF)
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Summary
InthispaperwefocusontheSouthernCommonMarket,or
MERCOSUR,examiningitsinternaltradingactivitiesandscrutinizing
thecauseofcurrencycrisesandthesuitabilityofcommoncurrency
areas.Firstwewillconfirmthattheeliminationofexchangerate
fluctuationshascoincidedwiththeincreasingvolumeofinternational
trade.Thesecondpurposeofourpaperistoanalyzetherelationship
betweentradelinkagesandcurrencycrises.We'vefoundthattrade
linkagesplayanimportantroleincurrencycontagion.Ifnotforthe
short-term,thenatleastforthemid-andlong-termmustwetakenoteof
tradelinkagesalongsidemacroandfinancialvariableswhenconsidering
acurrencycrisis.Finally,weillustratethatincreasingtradelinkagesdo
notnecessarilyshapeanoptimumcurrencyarea.
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